











Graphs IV.3 and IV.4: Lorenz Curves for the VAT payments in Mexico, 2006 and 2008

Source: Authors, based on micro data from ENIGH, 2006 and 2008.

With regards to the Gini Coefficients for Mexico (Tables IV.4 and IV.5), we observe a less concentrated distribution of VAT
payments among households that receive remittances, a sign of greater regressivity.® Not only do these families pay more
VAT in relative terms, but, additionally, households with lower-income percentiles contribute at a higher tax burden. The
Gini indexes for households receiving remittances were lower, 0.479 in 2006 and 0.495 in 2008, compared with those
households that did not receive remittances with higher index values of 0.562 and 0.537, respectively.

Table IV.4: VAT revenue per decile of per capita income in Mexican households
that receive remittances, 2006 and 2008
(Data in millions of dollars, adjusted for expenditures in the informal sector)

Decile % of VAT Revenue % of VAT Revenue
1 4.3 4.5

2 5.1 7.9

3 8.8 8.8

4 9.2 6.8

5 11.7 8.8

6 10.9 10.0

7 7.9 13.2

8 11.0 11.8

9 17.2 13.6
10 13.9 14.7
Total 100.00 100.00
Gini 0.4794 0.4949
Std. Error (0.013) (0.017)

Source: Authors, based on ENIGH study and respective weighted factors.

9 Atax system is regressive if it proportionally extracts greater resources from those who generate less income. A tax system is progressive when those who earn
more, pay proportionally higher taxes. 21
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Table IV.5: VAT revenue per decile of per capita income in Mexican households

that do not receive remittances, 2006 and 2008

(Data in millions of dollars, adjusted for expenditures in the informal sector)

Decile VAT % of VAT VAT % of VAT Proportional
2006 Revenue 2008 Revenue Difference of
Contribution
1 454 2.1 576 2.8 0.7
2 743 3.5 802 3.9 0.5
3 924 4.3 9269 4.8 0.5
4 1,078 5.0 1,150 5.7 0.7
5 1,270 5.9 1,330 6.5 0.6
6 1,530 7.1 1,610 7.9 0.8
7 1,910 8.9 1,800 8.8 -0.1
8 2,410 11.2 2,462 12.1 0.9
9 3,460 16.1 3,370 16.6 0.4
10 7,660 35.7 6,270 30.8 -4.9
Total 21,439 100.00 20,339 100.00
Gini 0.5621 0.5374
Std. Error (0.005) (0.003)

Source: Authors, based on ENIGH study and respective weighted factors.

Remittances’ contribution toward VAT revenues in Mexico

Thus far, we have estimated the amount of VAT generated by households that receive remittances, but we have not specified
the exact amount of VAT income associated with remittances. To do so, it is first necessary to estimate the amount (in a
hypothetical scenario) of VAT related exclusively to the expenditure of remittances, using information based on micro data
provided by ENIGH, 2006 and 2008. Then, VAT revenues are estimated based on remittance data as reported by the Central
Bank of Mexico for the same years. To do this, we created a counterfactual scenario, which tells what would happen if the
state received only VAT income associated with the expenditure of remittances. The estimate calculated the proportion of
VAT income corresponding only to the proportion of remittances as a percentage of the total income for each household.
Similarly, using this hypothetical scenario, an adjustment was made for purchases made in the informal sector assuming
that remittances would be spent in the same proportion as total income. The estimates are presented in Table IV.6 under
Hypothesis of VAT associated with the expenditure of remittances in ENIGH—which totaled $342 million dollars in 2006 and
$226 million dollars in 2008.%° This information was used to calculate the proportion of the total remittances recorded by
ENIGH, which reached 5.9% in both years (see VAT from remittances as a % of the total amount of remittances in ENIGH,
Table IV.6). This means that for each dollar of remittances that enters Mexico, close to six cents on the dollar are translated
into VAT revenues.

0, looking at these results, it is important to highlight the difficulty in determining the exact amount of remittances designated for specific expenditures or investment.
For this reason the “VAT from remittances” is an approximation of the real number, which assumes that households will only contribute in a proportion equivalent to
the purchases resulting from the remittances they receive.



The last step was to obtain an appropriate estimation of the total amount of remittances in order to correct ENIGH’s
sub-estimation. To do this, a common practice was employed for adjusting household income survey data with results of
national accounts (SHCP, 2008; Vargas, 2006) in which ENIGH’s estimate for remittances was rescaled using an expansion
factor (Altimir Factor).'* This was then validated with least squares linear regression model, taking into account regional
data from ENIGH and the Central Bank of Mexico.??> The amount of remittances reported by the Central Bank of Mexico is
shown in Table IV.6; in 2006 it totaled $25,567 million dollars and in 2008 was $25,137 million dollars. The 5.9% calculated
from these amounts resulted in an estimate of remittance-related VAT totaling $1,517 million dollars for 2006 and $1,493
million dollars for 2008. VAT revenues associated with the flow of remittances represent 4.3% of the total VAT collected in
2006 and 3.6% of that collected in 2008, as reported by the Secretaria de Hacienda y Crédito Publico.

Table IV.6: Estimate of VAT associated with expenditures of remittances based on the ENIGH and
adjusted with information from the Central Bank of Mexico, 2006 and 2008.
(Millions of dollars)

2006 2008
Hypothesis of VAT associated with remittance expenditures (ENIGH) 342 226
Estimated amount of remittances (ENIGH) 5,764 3,806
VAT from remittances as a % of the total amount of remittances in ENIGH 5.93 5.94
Estimated amount of remittances (BANXICO) 25,567 | 25,137
Estimated amount of VAT associated with remittances expenditures 1,517 1,493

Source: Authors, based on information from ENIGH, 2006 and 2008 and the Central Bank of Mexico.

Public spending, transfers and social programs in Mexico, and how they compare with

remittances’ contribution to VAT

During recent years, Mexico’s public sector’s programmable spending®? (including nominal spending, investment spending,
subsidies and transfers) was approximately 16% of the Gross Domestic Product (GDP), specifically 16.1% in 2006 and 18.4%
in 2008. Non-programmable spending has remained steady at approximately 6% of the GDP. According to Secretaria de
Hacienda y Crédito Publico (SHCP) data, spending categorized as “social development” (including education, healthcare,
social security, urbanization, housing, regional development, potable water, sewage systems and social assistance)
represented 59% and 60% of programmable spending in 2006 and 2008, respectively. All other public spending was
categorized as “economic development” (which represented 30% of the total programmable spending for the same years).
A significant part of Mexico’s overall public spending is directed to education and healthcare, which totaled as much as
one third of programmable spending: healthcare and education expenses were 36% and 33% of the total programmable

1 The expansion factor that has been used is FA= BM /ENIGH,, in which BM is the amount of remittances reported by the Central Bank of Mexico in year “t” and ENIGH
is the amount of remittances estimated by ENIGH in time period “t”.

12 piverse regressions carried out using regional information from ENIGH and the Central Bank of Mexico suggests that the expansion of ENIGH’s remittance amount to-
ward the amount provided by the Central Bank of Mexico is an appropriate methodology. The expansion factor used for 2006 and 2008 was 4.4% and 6.6%, respectively,
and the regression analysis of the entire body of regional data for both years results in an expansion factor of 5.5% with an R? of 0.88.

13 Programmable Spending: Expenses that can be planned for in advance and are part of governmental programs directed to providing public goods and services to
the population. Non-programmable spending: Expenses that are automatically adjusted to the fluctuations that arise during the fiscal year, including public debt, fiscal
responsibility, debts for previous fiscal years, financial costs of semi-governmental entities (Pemex, CFE), and participation in and contribution to federal and municipal
entities.
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spending in 2006 and 2008, respectively. A figure worth noting is the difference between the VAT revenues from remittance
expenditures and the public healthcare benefits to households that receive remittances. Based on information from ENIGH
and other official sources, it was possible to estimate that, for 2008, the VAT revenues from remittances was 50% greater
than the amount spent on healthcare for the population that receives remittances (Table IV.7).

Another important area of social spending are Conditional Cash Transfers, which, in Mexico are associated with programs
such as Oportunidades and Procampo. In stark contrast to the amounts designated for healthcare and education, the
total combined budget for Oportunidades and Procampo was less than 3% of the total programmable spending, 2.6% in
2006 and 2.5% in 2008. When compared with these programs, VAT revenues from remittances is not insignificant; VAT
revenues from remittances were equivalent to 50% and 40% of the amount designated to Oportunidades for 2006 and
2008, respectively. For the Procampo program, VAT revenues from remittances represented more than 10% and 17% of the
total in 2006 and 2008, respectively (Table IV.7).

Another social program that has received a significant amount of attention in recent years based on its direct link with
remittances is the 3x1 Program for Migrants. This program aims to fight poverty and foment local development in migrants’
communities of origin and is financed in the following way: for each dollar that migrant’s contribute, federal, state and
municipal governments each provide a dollar, thus the term 3x1. However, the State’s contribution to the 3x1 Program
represents a very small portion of public expenses: 0.01% and 0.02% of total programmable spending in 2006 and 2008,
respectively. Further still, in evaluating whether or not the contribution to the 3x1 Program is significant in terms of the
population to whichitis directed, our own estimations based on information provided by ENIGH showed that these expenses
represented 3% and 8.3% of all total direct transfers carried out by Oportunidades and Procampo, directed to households
with remittances in the years 2006 and 2008, respectively. Furthermore, VAT revenues generated from the expenditure of
remittances were 85 and 35 times greater than what the Mexican State contributed to the 3x1 Program in 2006 and 2008,
respectively. This means that for each dollar generated in remittance associated VAT, the federal government contributed
the equivalent of one cent on the dollar in 2006 and three cents on the dollar in 2008.

Finally, other economic and fiscal indicators show that the 2008 VAT revenues associated with the expenditure of remittances
represented 0.14% of the GDP, 1.6% of the budgeted petroleum revenues, 3.0% of income tax, 3.6% of value added tax and
6.6% of direct foreign investment (see the last panel of Table IV.7).



Table IV.7: Estimate of VAT revenues generated from remittances and economic indicators,
2006 and 2008
(Millions of dollars)

Economic indicators Millions of Millions of
dollars dollars

Estimate of remittance- 1,517
generated VAT

Social expense indicators

Oportunidades 3,075
Seguro Popular 1,116
Procampo 1,378
3 x 1 Program for 18
Migrants

Economic and fiscal

indicators
Gross Domestic 985,899 1,087,001
Product
Budgeted petroleum 78,984 94,602
revenues
Income tax 41,097 50,395
Value added tax 34,912 41,001
Direct foreign 25,618 22,516
investment

Source: Authors, based on information from ENIGH, 2006 and 2008; Government Report, 2009; Secretaria de Hacienda y Crédito Publico; and Central
Bank of Mexico.

Final reflections

Mexican migrants in the United States contribute a significant amount of fiscal income in the Mexican internal market
via purchases made with remittances sent to their families.

Historically, international migration and the remittances generated by migrants have had significant repercussions for
Mexico’s economic and social development. However, it is imperative that the government of Mexico and society as a whole
recognize that migrants contribute a significant part of Mexico’s fiscal revenues via the expenditure of their remittances
in the national, internal market. According to the results of this study, purchases made with remittances generated Value
Added Tax (VAT) revenues of approximately $1,500 million dollars in 2006 and 2008. This is no small amount, especially if
we consider that in 2006 this was equivalent to half of the government’s budget for the Oportunidades program and 40%
of the same in 2008.
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Households that receive remittances will continue to contribute to Value Added Tax (VAT) revenues and will likely
contribute even more in the near future.

Given the reconfiguration of public revenues in the immediate future (especially due to a significant decline in petroleum
income), VAT income associated with the flow of remittances will continue to be significant and may in fact increase.
According to the calculations of this research, approximately 4% of VAT revenue in Mexico comes from remittance related
expenditures. Our calculations, using fiscal projections provided by the SHCP, indicate that the budgetary revenues generated
by taxes could increase from 42% to 50% in 2009, while petroleum income may drop from 37% to 25%. Additionally, the
role of VAT revenues in the budget will increase from 16% in 2008 to 18.5% in 2009. Under this new scenario, remittances’
participation in the generation of VAT could increase in the coming years; a decline in remittances will doubtlessly be less
significant in comparison with the decline that will be observed in other important sources of budget income, especially
petroleum.

A decrease in remittances does not translate into a proportional decrease in the VAT garnered from those households
that receive remittances.

The population that receives remittances is not poorer than the rest of the population and this can be explained, in large
part, precisely by the fact that these households receive remittances. In applying CONEVALs methodology to measure
poverty, we can conclude that for the more vulnerable sectors of the population—those who live in rural areas—poverty
levels for those who receive remittances are considerably lower than those experienced by households that do not benefit
from these resources. This is not the case in urban areas, in which there is no significant difference in the poverty levels
between those that receive and those that do not receive remittances. The fact that levels of poverty in households that
receive remittances did not exceed those experienced by those who did not receive remittances suggests that the former
have successfully found strategies to compensate for the decrease in remittances (for example, a greater level of insertion
in the job market). For the purpose of this study, this implies that households with remittances were able to maintain
past levels of consumption, which explains why VAT revenues from these households did not shrink, as would have been
expected.

Governmental programs such as Oportunidades provide greater benefits to the population associated with migration
than those benefits offered under the 3 x 1 Program.

The government’s contribution to the 3x1 Program is less than 10% of what remittance recipients receive from the
Oportunidades and Procampo programs. The 3x1 Program for Migrants has been seen as an important initiative, almost
paradigmatic, directed at promoting economic and social development in the regions with larger concentrations of families
with migrants. Strictly speaking, it is difficult to question governmental policies of this kind, especially considering that
the 3x1Program has stimulated an important social organization process within Mexican migrant communities abroad.
Nevertheless, what can be criticized is the small amount of funds designated by the Mexican government for this program,
especially when compared to the amount of VAT income generated by purchases made with remittances. For every dollar
collected in VAT income as a result of the expenditure of remittances, the federal government contributed the equivalent
of one cent on the dollar in 2006 and three cents on the dollar in 2008 to the 3x1Program.



V. Extreme dependence:
The case of El Salvador”

Introduction

Most rational people continually search for better opportunities in order to achieve greater levels of well-
being; thisis an on-going quest that leads people to increase their human capital, look for new employment,
etc. This search often leads people to migrate to other municipalities, to leave a rural area and move to
an urban area, and to migrate to another country. This migration creates a transformation in the country’s
social and economic structure. Similar to other under developed countries, El Salvador has experienced
this kind of migration and gradual transformation for more than 60 years. In the 1960s and 1970s, the once
rural population moved to urban centers. In the 1970s, an agrarian society transformed to an industrial
society, based on commerce and services, a process that was interrupted in the 1980s with the outbreak
of the armed conflict and then further consolidated in the 1990s.

The political climate and the measures adopted by the government in the 1980s, together with a deepening
armed conflict and an economic crisis provoked by the closure of businesses and the flight of foreign capital,
forced large masses of the population to migrate to urban areas and to other countries, especially the
United States and Canada. In the 1990s, migration continued, this time as a result of family reunification,
lack of employment opportunities in El Salvador, and families’” search for improved well-being.

The Direccion General de Estadisticas y Censos, DIGESTYC (the General Statistics and Census Administration)
(2009) reports that between 1980 and 2005 the net five-year average for international migration was
-11.04 migrants per 1,000 people. This information reflects a negative correlation to the behavior of the
Salvadoran economy: as the economy grows, the flow of migration diminishes and when the economy
experiences a slowdown or a drop, migration increases.

The increase in migration has resulted in an increase in the amount of remittances sent to El Salvador;
in 1980, migrants sent $S53 million dollars in remittances, a figure that had risen to $3,788 million dollars
by 2008 (based on information from the BCR). These figures represent an average annual growth rate of
18.1% in which remittances represented an average of 7.6% of the GDP in the 1980s, 12% in the 1990s,
and 15.7% in the period 2000 to 2007. In 2007, remittances totaled 18.1% of the GDP.

Many studies have addressed the macroeconomic effects of family remittances, the profile of the migrant
and his or her household, ways and costs of sending remittances, the use of these funds, among other

14 By Carlos A. Pérez Trejo*, Nelson E. Fuentes Menjivar**, Rommel R. Rodriguez**, * Researcher with expertise in fiscal policy, capt110@gmail.com
** Researchers with the Fundacién Nacional para el Desarrollo, nfuentes@funde.org and r.rodriguez@funde.org
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aspects. But there is one aspect that has not been studied, at least not for El Salvador, and this is the contribution that remittances
make to public revenue, given that the recipients of remittances spend a large part of these funds on the acquisition of consumer
goods, fixed assets, and services, which for the most part are currently subject to taxes in El Salvador.

This chapter explores the fiscal revenue generated by households that do and do not receive remittances, emphasizing
the amount of value added taxes (VAT) generated in El Salvador. This amount is compared with the amount that the
government spends on various social programs, evaluating to what extent the government is reinvesting in families as a
result of their tax contributions. This study is based on information on household income and expenses provided by the
Encuesta de Hogares de Propdsitos Multiples, EHPM (Multiple-purpose Household Survey) from 2007, making a distinction
between household purchases for products and services that are taxable, those that are exempt, and those that are not
subject to VAT, as well as the role that the informal sector plays in household consumption.

In addition to this introduction, the document is comprised of the following sections: The first section provides a summary
of the tax revenue structure. This is followed by an analysis of available data on family remittances. The next section
provides a profile of Salvadoran households based on socio-demographic characteristics, whether or not the households
receive remittances, place of residence (urban/rural), expenditures, and poverty rates. The following section addresses
remittances’ contribution to fiscal revenue and includes an analysis by decile of per capita household income. We then
look more closely at government spending programs and allocations for education, the national hospital system, local
development programs and the monetary transfer program known as Red Solidaria (Solidarity Network). The chapter
concludes with a series of final reflections on El Salvador’s economic and social policy and the need for a development
agenda that takes migrant communities into account, given the important contribution of taxes that are paid when families
make purchases with their remittances and given that migrant remittances create economic development and stability in
the country.

El Salvador’s tax revenue system

Since 1990, El Salvador’s fiscal policy has gone through a series of transformations, aimed at generating conditions that
would improve the country’s growth and productivity and resolve the fiscal deficit; government policy has in fact prioritized
short term obligations.

In an attempt to achieve greater efficiency, the priority for fiscal revenue during the past 18 years has been to simplify
the tax revenue system and administration. In the 1990s, and as part of a policy of reducing barriers to trade, El Salvador
implemented an accelerated reduction in import taxes.

Currently, the Salvadoran tax system includes few taxes, which are simple and easy to administrate. The Non-Financial
Public Sector revenue?® is classified into three main categories: a) Nominal revenue which is subdivided into tax revenue,
non-tax revenue, contributions to the health care system, public enterprise surplus and others; b) capital revenue; and
c) donations from outside the country. El Salvador’s tax revenue system has a simple structure that includes direct taxes
(income tax and transfer of real estate) and indirect taxes (VAT, including a property transfer tax, tax on services, and
selective consumption taxes: alcoholic beverages, carbonated beverages, cigarettes, weapons; import duties; and special
contributions: FOVIAL, tourism, extracted sugar, etc.).

15 The Public Sector is divided in two main categories: Financial Public Sector and Non-Financial Public Sector. The second group includes the General Government (the
Central Government, decentralized institutions and other institutions) and Non-Financial Public Companies.



Direct imports, which represent slightly more than one-third of the total tax revenue, increased from 28.7% in 1990 to
34.7% in 2007. VAT is the most significant part of this revenue, representing 51.8% in 2007 (Table V.1).

Table V.1: Composition of Tax Revenue, 1990-2007
(% of Tax Revenue)

Item 1990 1995 2000 2005 2007
Direct taxes 28.6 28.5 31.9 32.1 34.7
Income tax 22,5 27.2 31.1 31.4 34.0
Property 3.9 0.1 0.0 0.0 0.0
Transfer of property 2.2 1.1 0.8 0.7 0.7
Indirect taxes 71.4 71.5 68.1 67.9 65.3
Import duties 22.4 17.6 9.7 8.1 7.3
Value Added Tax (VAT) 31.3 46.9 55.1 52.5 51.8
Selective consumption tax 15.4 5.3 3.4 4.3 3.4
Others (FOVIAL, tourism, sugar) 2.3 1.7 0.0 3.0 2.8
Tax revenue (%) 100.0 100.0 100.0 100.0 100.0
Tax revenue (millions of dollars) 438.2 1,062.5 1,344.1 2,131.7 2,720.4

Source: Authors, based on data from the BCR.

Table V.1 provides an overview of the proportions of tax revenue since 1990 demonstrating an increased participation of
direct taxes and, as a result, a decreased participation of indirect taxes. Even though the participation of direct taxes has
increased, the tax structure is a little less regressive but remains essentially the same and indirect taxes continue to play an
important role in the total revenue.

Definition of family remittance income

The Banco Central de Reserva, BCR (Central Reserve Bank) is officially responsible for recording El Salvador’s total
remittances, part of the BCR’s regular activities to register balance of payment transactions. External family support for
individual households is documented by the Direccion General de Estadisticas y Censos (DIGESTYC).

According to the BCR, remittances are defined as: a) Nominal transfers from foreigners residing outside the country who
have been or intend to be outside the country for a period of more than one year, which are sent to those residing in the
worker’s country of origin; b) funds earned by non-resident immigrants, defined as those who have been in the country
for less than one year; and c) transfers from emigrants that earn compensation from the flow of goods and exchanges in
financial areas arising from the migration of individuals from one economy to another, meaning the goods an emigrant
takes from one country to another when he or she moves (CEMLA, 2009: 22).

DIGESTYC obtains remittance data from the EHPM. For this study, the value of remittances has been calculated as the
amount reported by the selected households at the time that they were interviewed.
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Table V.2: Comparison of annual income from family remittances, BCR and EHPM
(Millions of dollars)

Description 2001 2002 2003 2004 2005 2006 2007
BCR Data 1,910.5 1,935.2 2,105.3 2,547.6 3,017.1 3,470.9 3,695.2
% of GDP 13.8% 13.5% 14.0% 16.1% 17.7% 18.6% 18.1%
EHPM Data 521.9 610.3 624.7 699.1 789.5 826.4 730.5
% of GDP 3.8% 4.3% 4.2% 4.4% 4.6% 4.4% 3.6%
Difference, BCR - EHPM 1,388.6 1,324.9 1,480.6 1,848.5 2,227.6 2,644.5 2,964.7
EHPM/BCR (%) 27.3% 31.5% 29.7% 27.4% 26.2% 23.8% 19.8%
BCR/EHPM 3.7 3.2 3.4 3.6 3.8 4.2 5.1

Source: Authors, based on data from the BCR; HDR, 2005; and the EHPM, 99-2007.

Historically, there has been a significant discrepancy between the amounts reported by each of these two institutions.
In 2007, the difference totaled $2,964.7 million dollars (see Table V.2)—the amount reported by the EHPM in 2007 was
only 19.8% of that which was reported by the BCR. The Human Development Report, El Salvador, 2005 (HDR) explains
that this difference may be understood by analyzing two factors: EHPM’s systemic under-estimation of remittances or the
BCR’s over estimation of the same, which may be the result of capital deposits that are not part of family remittances, for
example, money laundering (UNDP, 2005).

For the purposes of this study, given that the nature of this research requires direct input from households concerning
the composition of income and expenses for each family unit, calculation of family remittances was based on information
provided by the EHPM for the year 2007 ($730.5 million dollars). However, since we know that this amount and other
information generated by EHPM studies is under estimated, we have rescaled the total VAT revenue based on the aggregate
value of household expenditures according to national accounts. This enabled us to arrive at closer approximation of the
actual value of remittances received in El Salvador in 2007 and the corresponding contribution to VAT.

Description of Salvadoran households

To provide a framework for the importance of remittances and in order to obtain a complete panorama of families that do
and do not receive remittances, we have presented the socio-demographic characteristics of Salvadoran households (see
Table V.3).



Table V.3: Description of Salvadoran households

Description Households with remittances Households without remittances
Urban Rural Total Urban Rural Total
Total number of households 238,458 143,271 381,729 | 705,694 343,102 1,048,796
Female head of household
No 49.9% 55.4% 52.5% 67.3% 73.6% 70.2%
Yes 50.1% 44.6% 47.5% 32.7% 26.4% 29.8%
Poverty classification
Poverty: 23.5% 32.3% 26.8% 32.0% 48.6% 37.4%
Extreme poverty 4.2% 7.2% 5.3% 9.1% 20.1% 15.5%
Relative poverty 19.3% 25.1% 21.4% 22.9% 28.5% 21.9%
Not living in poverty 76.5% 67.7% 73.2% 68.0% 51.4% 62.6%
Averages
Size of household 3.9 4.4 4.1 3.8 4.4 4.0
Age of head of household 52.2 52.8 52.5 47.7 46.1 47.0
l;;mily members under the age of 0.9 1.2 1.0 0.9 1.3 1.0
zzgi(l’);members between ages 12 2.6 2.8 2.7 2.7 2.9 2.7
zi:?:rly members ages 65 and 0.4 0.4 0.4 0.3 0.3 0.3
Family members that receive 3.9 4.4 4.1 0.0 0.0 0.0
\X/orking family members 1.2 1.2 1.2 1.3 1.3 1.3

Source: Authors, based on EHPM, 2007.

The table shows that female heads of household are predominant in those homes that receive remittances (47.5%); this
differs from households that do not receive remittances, in which only 29.8% are headed by a woman. This difference can
be explained by the preference for a man to migrate to another country and for a woman to stay in the country of origin
to take care of the house, the children and, in some cases, the migrant’s parents. Along these same lines, 48.3% of the
household population that does not receive remittances is male, differing from households that do receive remittances in
which men represent only 43.9% of the population.

Another significant difference is seen in the overall well-being of the family: only 26.8% of households that receive
remittances are living in conditions of poverty, 5.3% of which are living in extreme poverty. Conversely, 37.4% of the
households that do not receive remittances are living in poverty and 15.5% in extreme poverty. These results speak to the
importance of remittances in reducing poverty.

There are no significant differences between recipients and non-recipients when looking at the size of the household, the
primary ages of family members, or the average number of family members who are employed within the country. What
can be observed is that the heads of households in the families that receive remittances are slightly older than in the case
of the non-recipient households.
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When further breaking down the household age structure, the data demonstrates that there are other differences between
those families that receive remittances and those that do not: 33.5% of family members in the first group are ages 20-
49, while this same age group constitutes 41% of the families that do not receive remittances. 22% of the members of
households that receive remittances are 50 years of age or older, while this figure is only 16% for non-recipients. The
fundamental reason for this difference is that the population that migrates is between 20 and 49 years of age, while those
who are 50 and older remain in the country or return to the country after having worked abroad for many years.

The importance of remittances for the family income

Migration to the United States has contributed to generating a new economy in El Salvador (UNDP, 2005). Families have
changed in various ways including the feminization of the heads of household, a transnationalization of the family, a
separation of parents and children, and other changes that impact consumption and living habits.

Remittances play a protagonistic role in all of these changes for investments to improve housing, purchase vehicles and
household furnishings, or guarantee better education and healthcare. For the households that receive remittances, these
resources have largely substituted salaried income, which has become a less-significant component in meeting expenses.

Table V.4: Composition of total household income, 2007
(% of total income)

Area Households Em_ploy ment Remittances Other Total
income
Non recipient 80.5% 0.0% 19.5% 100%
Urban Recipient 58.3% 25.5% 16.2% 100%
Total 73.4% 8.2% 18.4% 100%
Non recipient 72.8% 0.0% 27.2% 100%
Rural Recipient 28.9% 48.2% 22.9% 100%
Total 57.0% 17.4% 25.6% 100%
Non recipient 78.9% 0.0% 21.1% 100%
Total Recipient 51.3% 30.9% 17.8% 100%
Total 69.8% 10.2% 20.0% 100%

Source: Authors, based on the EHPM, 2007.

In 2007, employment income for households that received remittances made up 51.3% of the total income and remittances
represented 30.9% of the total. In households that did not receive remittances, employment income represented 78.9%
of total income 21.1% of this total came from non-salaried income, specifically retirement pension funds, support from
family members living within El Salvador, and other income (Table V.4). Remittances are relatively more important for
rural families and represented 48.2% of the total income, compared with 25.5% in urban households. On the other hand,
employment income represents 80.5% of household income for urban families that do not receive remittances and 72.8%
in rural households.

Migration varies from one province to another within the country. In the provinces of La Unidn and Morazan, which
experience the highest rates of migration (50.7% and 41.5% of households receive remittances, respectively), remittances



are a greater proportion of total income, 52.9% and 44.7%, respectively, compared to income from employment at 26.1%
and 30.3%, respectively.

In considering deciles of per capita income, as income increases, the importance of remittances in the total household
income for recipient households becomes less significant—they represent 48.2% of income for decile 2 and 16.1% of the
same for decile 10. Salaried income reflects an evolution that is inverse to that of remittances: it represents 1.1% of the first
percentile’s income and 68.2% of the tenth decile’s income.*® What is relevant for the distribution of remittances per decile
is that decile 1 receives 1.8% of its income from remittances, which means that this group of households benefits very little
from the possibility that remittances will help them to overcome poverty. This can be explained, in part, by the vicious cycle
experienced by the poorest households: since they do not have enough money to finance a trip to the United States, they
cannot migrate and therefore they do not have family members who can send remittances back to El Salvador.

Remittances and household expenses

In analyzing the composition of total household expenses (Table V.5), we can see that there are no significant differences
between how households that do and do not receive remittances spend their money. For both groups, resources are
distributed as follows: the largest percentage is designated for food purchases, 46% and 50% of total expenses; this is
followed by the purchase of goods and services; and, thirdly by expenses related to education, 14.4% of the total. The
same results are found in analyzing the information by deciles of per capita income: there are no significant differences
between those households that do and do not receive remittances.

Table V.5: Composition of total household expenses, 2007
(% of total expenses)

Households | Households
. . Household
Expense with without
. . total

remittances | remittances
Food 46.6 49.4 48.5
Basic goods and services 25.3 25.9 25.7
Complementary household items 10.6 8.0 8.8
Transfers to others 1.5 1.8 1.7
Healthcare 1.4 0.6 0.8
Education 14.6 14.3 14.4
Total 100.0 100.0 100.0

Source: Authors, based on EHPM, 2007.

The importance of remittances in reducing poverty
Remittances are essential to the well-being of the families that receive them. An analysis of the existing levels of poverty
in the country? demonstrates that households that receive remittances experienced a lower incidence of poverty. In Table

16 petailed information can be found in the complete text of this study, available on line.

7 The poverty analysis is done using the Foster-Greer-Thorbecke (FGT) index which include three components: Headcount (H), which calculates the proportion of
people living below the poverty line; the Poverty Gap (PG), which measures the deficit relative to the income of the poor with respect to the value of the poverty line
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V.6 we can see that the poverty level is 10% less for households that receive remittances than for those that do not. The
difference is even more significant in rural areas, reaching as much as 16 points.

Table V.6: Household poverty indicators (Foster-Greer-Thorbecke Indicators (FGT))

House!\olds with Househqlds without Total
Geographic area remittances remittances
H PG FGT, H PG FGT, H PG FGT,
Urban 23.5 5.3 2.5 32.0 9.7 5.4 29.8 8.6 4.7
Rural 32.3 18.4 9.4 48.6 30.0 18.4 43.8 26.6 15.8
Total 26.8 10.2 5.1 374 16.3 9.7 29.8 14.7 8.5

Source: Authors, based on EHPM, 2007.

The same trend occurs in analyzing the poverty gap. Rural households that receive remittances are only 18.4% from the
poverty threshold while those that do not receive remittances are 30% from the line that separates those who are poor
and those who are not. In urban households, the difference is less significant, but maintains the same tendency found in
rural households. Finally, the FGT, Index demonstrates that poverty is twice as severe in households that do not receive
remittances when compared with those that do.

Remittances’ contribution to fiscal revenue

While remittances are essential for maintaining reasonable standards of living for the families that receive them, they are also
of vital importance for fiscal revenue given that taxes are generated when these resources are spent on a number of items,
including the direct consumption of goods and services, education related expenses, health costs, housing, and others.

Although household expenditures have an effect on all of the country’s current tax revenue, this study focuses on the
contribution of Value Added Tax (VAT) because it is a general tax on consumption and because it is the most important
component of El Salvador’s tax revenue.

To determine the importance of remittances for VAT revenue, a distinction was made between expenses that are taxable,
those that are exempt, and those that are not subject to VAT. An assumption was created based on the estimated
proportion of goods and services that are acquired from the informal market, which are not include in the estimate of VAT
revenue. Finally, in order to calculate the VAT revenue generated by purchases made by both recipient and non-recipient
households, a direct imputation of the general tax rate was made according to details from each expense category, which,
in the case of El Salvador, is 13%.%®

As mentioned above, the values determined by using EHPM micro data'® have been rescaled to the level of national

and the FGT Index,, which measures the degree of severity of poverty (CEPAL, 2005; Panorama Social de América Latina, 2004).

18 £l salvador’s VAT structure includes: a) A general rate, 13%, which is applied to the transfer of goods and services within the country and to the importing of goods
and services and b) a 0% rate applied to the export of goods and services.

19 The VAT revenue associated exclusively with remittances and based on the EHPM micro data is $54.3 million dollars. This represents 45.16% of VAT revenue gener-
ated by recipient households ($120.3 million dollars).



accounts, using the assumption that the amount of family remittances published by the BCR corresponds to the same scale
used to express national accounts. In order to obtain rescaled values, “aggregate” household consumption was compared
with total household expense data provided by EHPM and then the estimated percentage of VAT revenue was applied to
each category according to the procedure explained above.

The rescaled results using aggregate household consumption (for households that do and do not receive remittances)
indicate that both types of households contributed a total of $1,344.5 million dollars in 2007, equivalent to 46.7% of
the gross tax revenue and 6.6% of the Gross Domestic Product (GDP). The specific contribution of remittance recipient
households reached $431.1 million dollars, representing 15% of gross tax revenue in 2007 and an equivalent of 2.1% of the
GDP. This contribution is also equivalent to 28.6% of the total VAT revenue, which in 2007 totaled $1,506.4 million dollars.
Additionally, the contribution of recipient households was equivalent to 28% of the central government’s spending on
social programs for the entire program during the 2007 fiscal year. This information tells us that more than one-fourth of
VAT revenue comes from households that receive family remittances.

Table V.7: VAT revenue per deciles of per capita income, 2007
(Millions of dollars and %)

Decil Households with remittances | Households without remittances Total
VAT % VAT % VAT %
1 9.7 2.3% 55.8 6.1% 65.5 4.9%
2 13.6 3.2% 51.7 5.7% 65.3 4.9%
3 20.5 4.8% 56.1 6.1% 76.6 5.7%
4 28.1 6.5% 52.8 5.8% 80.9 6.0%
5 27.4 6.4% 61.6 6.7% 89.0 6.6%
6 46.5 10.8% 83.4 9.1% 129.8 9.7%
7 52.0 12.1% 87.9 9.6% 140.0 10.4%
8 63.7 14.8% 118.3 13.0% 182.0 13.5%
9 72.1 16.7% 133.6 14.6% 205.7 15.3%
10 97.4 22.6% 212.2 23.2% 309.6 23.0%
Totals 431.1 100.0% 913.4 100.0% 1344.5 100.0%

Source: Authors, based on EHPM, 2007 and BCR.

In looking at the per capita income by percentile, we see that wealthier households contribute a larger proportion and
amount of taxes, given that income is concentrated in these sectors and they have a higher tendency to acquire goods
and services in the formal market. On the other hand, low income families contribute less to the treasury since a larger
percentage of their funds circulate in the informal economy.

Upon examining tax revenue by province, receipt of remittances contributed in some cases to a higher contribution of fiscal
revenue. This is the case for most of the provinces, with the exception of Ahuachapan, La Libertad, San Salvador, Cuscatlan
and La Paz. In La Unidn province, given the concentration of remittances, the fiscal revenue generated by households that
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receive remittances is much more significant than for the other provinces—it is three times greater when remittances are
present and represents 56.7% of all VAT revenue generated by households in that province.

Up to this point, this analysis has provided information on VAT revenue generated by households that receive remittances,
but has not isolated the specific amount of their contribution. This information, based on the data available in the EHPM
micro data, was calculated by assigning the percentages that VAT revenue represents in each expense category to the total
value of remittances obtained ($730.5 million dollars). Then, as mentioned earlier, this amount was rescaled to the level of
national accounts, applying the percentage that it represents for the VAT revenue generated by recipient households to the
rescaled values.?® The VAT revenue associated exclusively with the total amount of remittances totaled $194.7 million
dollars, equivalent to 14.5% of the total that household spending generated in VAT (see Table V.8). This means that for
each dollar in remittances sent by Salvadorans living abroad, a little more than five cents on the dollar translates into
VAT revenue for the Ministry of Treasury. Additionally, it represented 6.8% of the gross tax revenue.

Table V.8: Hypothesis of VAT associated with purchases made using remittances in VAT revenue, 2007
(Millions of dollars and %)

Area of the country

VAT associated with households and remittances Total
West Central East

VAT revenue from households without remittances 187.6 601.3 124.6 | 913.4

VAT revenue from households with remittances 97.3 227.5 106.3 | 431.1

VAT revenue from households with remittances, not

including the value of the remittances in the expenses 239 136.7 45.8 [ 2364

VAT revenue from households with remittances
associated with the expenditure of remittances

Total VAT revenue for all households 284.9 828.8 230.9 | 1344.5

VAT revenue associated with the expenditure of remittances as
a % of the total VAT revenue from households with remittances

43.4 90.8 60.5 | 194.7

44.6% | 39.9% 56.9% | 45.2%

VAT revenue associated with the expenditure of remittances
as a % of the total VAT revenue generated by all households
Source: Authors, based on EHPM, 2007 and BCR.

15.2% 11.0% 26.2% | 14.5%

Geographically, in absolute terms the central part of the country generates higher amounts of VAT from remittances; yet the
relative proportion is significantly higher in the eastern part of the country, followed by the western part of the country.

Public spending and its link to development

El Salvador’s public spending is structured the following way: administrative governance, security and justice, social
development, support for economic development, general governmental obligations, public debt and public business
production. In the last five years, social spending has represented 42.1% of the budget while debt service averaged 20.1%
of the budget, annually (Table V.9). The total central government spending represented 18.1% of the GDP.

20 Greater detail of the steps in this procedure can be found in the methodological annex of the full Salvadoran case study, available on the web site of NALACC.



Public spending, which plays a more significant role at a local level, was concentrated in areas of social development,
including education, healthcare, local development and Red Solidaria, the primary program to mitigate rural poverty.
One of the objectives of this study was to establish a link between the contribution that each province made to VAT
revenue and compare this figure with the specific amount spent by the government in the same department. The final
step was to establish a link between the contribution to VAT revenue from households that receive remittances and the
government spending at a local level, in order to evaluate the degree to which state resources are “redistributed” to
these households.

Table V.9: Composition of central government spending, 2004-2008
(Millions of dollars and %)

A 2004 2005 2006 2007 2008 AVERAGE
rea

Value % Value % Value % Value % Value % Value %
Administrative
governance 269.3 9.6 299.6 = 9.6 344.2 9.5 359.2 | 10.0 396.1  10.3 333.7 @ 9.8
Administration,
justice and security 349.5 | 12.5 387.6 124 426.7 @ 11.7 473.7  13.2 576.1 @ 149 442.7 @ 12.9
Social development 1,176.0 41.9 | 1,364.0 435 | 1,447.0 39.8 | 1,525.7 426 | 1,646.5 426 | 1,431.8 42.1
Support for
economic
development 281.2 | 10.0 388.0 124 451.7 12.4 411.8 115 4548  11.8 397.5 11.6
Public debt 557.9 | 19.9 580.0 @ 18.5 873.0  24.0 725.4 £ 20.3 692.0 179 685.7 | 20.1
General
governmental
obligations 172.2 6.1 113.0 | 3.6 78.0 2.1 64.4 1.8 63.0 1.6 98.1 3.1
Public business
production 0.0 0.0 13.7 0.4 17.5 0.5 34.2 0.9 21.8 0.4
Total 2,806.1 100 | 3,132.2 | 100 | 3,634.3 100 | 3,577.7 100 | 3,862.7 100 | 3,402.6 100

Source: Authors, based on financial management reports from the government, Ministerio de Hacienda.

Table V.10 allows us to draw conclusions about the way in which the government “reinvests” in the provinces by utilizing
their contributions to VAT revenue. In general, the households’ contributions to VAT revenue is considerably higher than
the public spending that they receive in return; the latter represents 0.6 times the amount contributed by the households
via their remittances. We can therefore deduce that there is a deficit in the redistribution of income—for each dollar that the
recipient households contribute to the treasury in VAT revenue, the government returns to them only sixty cents on the dollar
in programs that invest in community infrastructure and public services. Only in some of the provinces is the relationship between
spending and revenue greater than one (Morazan, Chalatenango and Cabafias).
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The situation of family remittances in 2008 and 2009

With the outbreak of the financial crisis in the United States, in 2008 the economy began to perceive the effects of credit
restrictions and the loss of confidence in financial markets. The closure of many companies in all productive sectors marked
a rising tendency of unemployment, which reached historic figures in the U.S. One of the groups that has most suffered
the impacts of this crisis is the Hispanic population, especially those employed in areas of low levels of specialization.
According to the US Bureau of Labor Statistics (BLS), Hispanic unemployment increased from 6.3% to 9.4% during 2008 and
to 13.0% by August of 2009; in recent months it improved slightly, but Hispanic unemployment remains high.2*

As a direct result of the high levels of unemployment in the United States, the flow of family remittances to Latin America
suffered a slow down in 2008 and a sharp fall in 2009. In El Salvador, the official data published by the Central Reserve Bank
reported that remittances sent to El Salvador grew by only 2.5% in 2008, after average growth rates of 15% in previous
years. They experienced a 10% drop in the period January-October, 2009.

Data from the EHPM in 2008 shows that remittances grew 8.2%, to a total of $790.1 million dollars. This discrepancy can be
explained in part by the same factors previously mentioned. However, in looking at specific geographic areas, the situation
varies. For urban households, remittances grew by 11.4%, while in rural households the growth was only 2.6%; this indicates
that the latter group has been more heavily impacted by the U.S. financial crisis. Worth noting from the EHPM, 2008 is the
2.1% drop in the number of households that receive remittances when compared with the data provided by the EHPM for
2007. Rural households experienced a higher rate of variation (-4.1%) than urban households (-0.9%).

Even though remittances experienced a low growth rate in 2008, the well-being of households suffered only a small step
backwards—0.5 points, especially when compared with the a 4.9 point increase in poverty rates experienced by households
that do not receive remittances, , reaffirming the importance of family support from abroad.

In terms of the decreased remittances in 2009 and the impact on fiscal revenue in this same year, tax revenue fell
approximately 9% in the January-October period, but the areas most affected were VAT revenue generated by imports
(-27%) and customs revenue (-25.7%). The total VAT revenue, which is the subject of this study, is falling at rate of 13.8%
as a result of the impact of imports on VAT.

Implications, conclusions and recommendations

Remittances make a significant contribution to public revenue in El Salvador. VAT revenue from remittance related
spending totaled $194.7 million dollars in 2007 and represented 6.8% of the gross tax revenue, 1% of the GDP and 12.9%
of the total VAT revenue, which in 2007 was $1,506.4 million dollars. This is roughly equivalent to 12.8% of the central
government’s spending on social development, which totaled to $1,525.7 million dollars. Table V.11 summarizes the
most relevant remittance indicators, the contribution made by recipient households to fiscal revenue, and their impact
on public finances.

21 bata obtained from the web site: http://www.bls.gov/webapps/legacy/cpsatab3.htm
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Table V.11: Summary of remittances’ importance for public revenue, 2007
(millions of dollars)

Description Value % of GDP
Remittances according to EHMP 730.5 3.6%
Remittances according to BCR 3,695.2 18.1%
Total VAT revenue according to the Ministerio de Hacienda 1,506.8 7.4%
Central government’s social spending 1,525.7 7.5%
VAT revenue associated with remittances 194.7 1.0%
VAT revenue associated with remittances as % of tax revenue 6.8% -
VAT revenue associated with remittances as a % of total VAT

revenue 12.9% -
VAT revenue associated with remittances as a % of the central

government’s social spending 12.8% -

Source: Authors, based on the results of this study.

Based on the results of this study, it is clear that migrants play an important role in their countries of origin, especially in
El Salvador. Given that remittances are one-third of recipient families’ income, they not only provide an important pillar of
economic activity for the population, but also represent a significant source of income for the government.

It is important to highlight that some of the government’s spending programs, such as FODES and FISDL, have wide-
reaching effects in the country and affect all municipalities. These programs, together with the conditional cash transfers
made in municipalities of extreme poverty and other Red Solidaria projects (now called Comunidades Solidarias, or
Solidarity Communities) allow for a redistribution of public spending in these areas. The resources designated for spending
on primary and middle-school education and on the national hospital network can be fully identified in order to determine
the degree to which the government “returns” to the families their contributions to the national treasury. Nevertheless,
this study concludes that there is a deficit in government spending at a local level, since the contribution made by families
that receive remittances is greater than the social spending allocated in most of the country’s provinces.

Furthermore, despite the important role that remittances play in the national economy and specifically for public revenue,
migrant communities have very little influence in defining public policies that are directed at improving the well-being
local communities in El Salvador. In 2004, the government created the Vice Ministry for Salvadorans living abroad, with the
objective of attending to migrant needs. However, this has not resulted in institutionalizing participatory mechanism so
that this population can take part in decision-making processes.

Finally, migrants play almost no role in decision making processes concerning the central government’s public policies,
despite their significant contribution to the country’s economic and social development. We must remember that
remittances have effectively contributed to reducing poverty for the households that receive them, and have a favorable
impact on the country’s overall poverty indicators.



In order to have a greater impact, the government must recognize the importance of migrants for the country’s economic
and social development and for funding public spending. Therefore, in order to generate a greater degree of social
justice and equality, migrant communities should be guaranteed the right to participate in strategic decision-making in
the country.

A first step would be to approve an absentee voting process such that migrants could participate in the election of their
representatives in their countries of origin. This does not mean repeating the mechanism set up during the March 2009
presidential election, in which special separate voting booths were designated in El Salvador for people living outside the
country. For a variety of reasons, travel to El Salvador in order to vote is not feasible, and this sort of mechanism did not
nor will it ever have a positive added value.

Another mechanism for participation is the creation of spaces for debate and consultation around the government’s
planned political actions, in which migrant communities should be able to actively participate. Currently, policies
are discussed among the country’s primary economic sectors: private business, associations, non governmental
organizations, and others, but there is no on-going space for the participation of Salvadorans living abroad. These
debates and consultations could be held outside the country, as has been done in the past—the government could
easily go to areas where Salvadorans are living and organize on-going consultations with the communities and their
representatives.

The government should also strengthen support for wide-reaching economic development programs, especially programs
that invest in local development in order to optimize benefits for the entire population. There should be transparency in
the management of funds to make sure that they are used efficiently and to guarantee that there is a true rendering of
accounts to society as a whole.

Finally, the government should focus economic policy on the search for an economic and development agenda that
includes the participation of all sectors, including representation from migrant communities; these communities are an
important part of Salvadoran society and, through their remittances, they contribute to maintaining the economy and
public revenue afloat.
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VI. Final
Reflections

This study included three primary objectives: estimate migrants’ contribution to public income in two
countries, lay out a methodological path that would stimulate similar investigations in other countries, and
emphasize that the debate surrounding the link between migration and development should focus on the
role of government in generating dignified opportunities.

Without a doubt, migrant remittances are contributing to Mexico and El Salvador’s publicincome. In both
cases the contributions are significant, though each of them takes on a different form and amount. While
the amount estimated for Mexico was only 4% of the total VAT collected in 2008, this amount represented
half of what the federal government designated to its primary anti-poverty program. It also represents
more than 3,000% of the amount designated to the program that is co-financed by Mexican migrant
organizations and different levels of government to support initiatives in the migrants’ communities of
origin. The analysis included in this document indicates that the VAT associated with Mexican remittance
flows could play a more significant role in coming years. In absolute terms, a lower amount of VAT revenue
from remittances was calculated for El Salvador, but this amount carries greater weight and significance
than the amount generated in Mexico. The public finances of this Central American country depend in
large measure on remittances’ contribution to VAT. The almost $200 million dollars in VAT associated with
remittances represent 13% of the total VAT revenues in 2007 and this amount is greater than that which
was designated for the national hospital network and 6.5 times more than the amount designated to
the government’s program to mitigate rural poverty. There has been a lot of emphasis on Salvadoran
households’ dependence on remittances, but the results highlighted in this study demonstrate that
remittances are also significant for the national budget and shows the degree to which the fiscal well-
being is dependent upon them.

Migrants’ should play a much greater role than they have thus far in their countries of origin. Migrants
should not merely be seen as a source of income to finance programs that are not covered by other means.
Public functionaries continue to turn to migrants to pay for social investment and public infrastructure
programs. In almost every case, migrants are asked to play a role after the way in which the programs will
function and the rules of the game have been prioritized and determined. They are invited to invest in,
contribute to and donate still more funds, but not until after the most important decisions have been made.
The migrant population is totally marginalized from considerations around how to build and execute the
national budget, a budget to which they contribute—as this has been clearly demonstrated in this study. A
country’s budget represents one of the most concrete ways of giving expression to governmental priorities
and the kinds of development it will encourage for its citizens. In order to encourage transparency and
democracy, it is essential that migrants play a role in the creation and execution of the national budget as
well as overseeing its results.
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The debate on remittances and development should be focused on the government’s role in generating well-being for
its citizenry and the kinds of societies that should be promoted, not on the way in which migrant family members spend
or invest their remittances. While Latin American migrants living in the United States demand recognition of their basic
rights in their country of residence, it is important to guarantee that they have a place at the discussion table with regards
to transcendental decisions that are being made in their countries of origin. The migrants themselves can help develop
ways in which to achieve this. If this does not occur in Mexico and El Salvador, migrants will find themselves in a situation
reminiscent of the well-recognized slogan of the U.S. revolution, “no taxation without representation.” If migrants pay taxes
that contribute to their home country’s national budget, they should also have a say and vote in public decision-making.

Those involved in the Mexican 3 x 1 Program and similar efforts in other countries are invited to reflect upon the
relative importance of this kind of initiative in the broader local, national and international context. The Mexican 3 x 1
Program,?? which is financed with money provided by Mexican migrants and money from the municipal, state and federal
government, is the only one of its kind in the world and serves as an example for other countries. El Salvador imitated this
idea when it initiated a similar program called “Unidos por la Solidaridad” (United for Solidarity), which ended in 2006.
The 3 x 1 Program is an important example to follow. At the same time, those involved with the initiative should consider
the broader context. There is no doubt that the 3 x 1 initiative is improving to the lives of Mexicans in the areas where the
program operates and that the process has greatly contributed to strengthening Mexican migrant organizations. But the
program represents a mere drop in the bucket. Mexican migrants contribute 3,393% more money via VAT generated from
purchases made from their remittances than what the Mexican government has allocated to the 3 x 1 Program. This is not
to suggest that the 3 x 1 Program should increase by 3,000%. While it should be strengthened, the more important point
is that spaces must be opened to involve migrants and the traditionally-marginalized population in making fundamental
decisions that affect society.

There is an open invitation to adapt the methodology that has been tested in this study in order to improve upon
and broaden it and thereby make visible this new way of looking at the relationship between development and
migration. This study has prioritized the link between remittances and the Value Added Tax (VAT), though it is clear
that migrants contribute to public income in their countries of origin by way of other taxes, including tourism, airports,
income tax, property tax, and others. Additionally, in El Salvador in 2007, a new tax was imposed on calls from the
United States* generally regarded as a tax on migrants. We suggest a deeper analysis with other kinds of taxes in
Mexico and El Salvador to understand the multiple ways in which migrants contribute to the budgets of their countries
of origin. Additionally, we recommend applying this analysis to other countries that have a significant flow of migration
and remittances. In the Americas, this should include countries that are part of the free trade agreement with Central
America and the Dominican Republic (CAFTA). This kind of analysis could also be done in other places with a significant
flow of migrants, including Ecuadorian migrants in the U.S. and Spain, Haitian migrants in the Dominican Republic, and
Nicaraguan migrants in Costa Rica.

Galeano invites us to “exercise the never-proclaimed right to dream,” in order to imagine that another world is possible.
The envisioning of this other world should be our starting point and must include those that live both inside and outside
of national territory.

22 see information on the program and its functions on the website for Mexico’s Secretaria de Desarrollo Social: http://www.sedesol.gob.mx.
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